The relationship between interest rate and stock market in Malaysia / Noorulasikin Mohd Noor by Mohd Noor, Noorulasikin
  
 
 
 
 
THE RELATIONSHIP BETWEEN INTEREST RATE AND 
STOCK MARKET IN MALAYSIA 
 
NOORULASIKIN BINTI MOHD NOOR 
2008562399 
 
BACHELOR OF BUSINESS ADMINISTRATION 
(HONS) FINANCE 
FACULTY OF BUSINESS MANAGEMENT 
UNIVERSITI TEKNOLOGI MARA 
BANDARAYA MELAKA 
 
 
 OCTOBER 2010 
LETTER OF SUBMISSION 
 
1ST  NOVEMBER  2010 
 
The Program Coordinator 
Bachelor of Business Administration (Hons.) Finance 
Faculty of Business Management 
Universiti Teknologi MARA 
Kampus Bandaraya Melaka 
110 Off Jalan Hang Tuah 
75300 Melaka 
 
Dear Madam, 
 
SUBMISSION OF PROJECT PAPER (FIN 667) 
Attached is the project paper titled “The Relationship between Interest Rate and 
Stock Market in Malaysia” to fulfill the requirement as needed by the Faculty of 
Business Management, Universiti Teknologi MARA. 
 
Thank You. 
 
Yours sincerely, 
 
………………………………. 
NOORULASIKIN BINTI MOHD NOOR 
2008562399 
Bachelor of Business Administration (Hons) Finance 
iii 
 
TABLE OF CONTENTS 
              
CHAPTERS 
DECLARATION OF ORIGINAL WORK 
LETTER OF SUBMISSION 
ACKNOWLEDGEMENT                                                                                    I 
TABLE OF CONTENT                                                                                                iii 
LIST OF TABLES                                                                                                      VIII 
LIST OF FIGURES                                                                         IX                        
ABSTRACT                                                                        X                            
  
1. INTRODUCTION   
    
 1.0       Introduction                                                                                       1 
 1.1 Background of the Study    1      
 1.2 Problem Statement    3                                  
 1.3 Research Questions   6                                  
 1.4  Research Objectives   7                                  
1.5  Significance of Study         8                                  
1.6  Scope of the Study                    10                               
 1.7 Limitation of study     11 
 1.8  Research structure                                                                12 
                                                                                   
 
iv 
 
2.           LITERATURE REVIEW                                                                          
 2.1 Introduction      13 
 2.2 Literature Review   13 
  2.2.1     Interest Rate in Malaysia   13 
  2.2.2     Stock Market in Malaysia   15 
  2.2.3     Economic Crisis in Malaysia                                               17 
  2.2. 4    Relationship between Interest Rate    20 
               and Stock Market in Malaysia 
 2.3  Theoretical Framework   24      
 2.4 Summary                                                                             25 
                                                                                                                                            
3.0 RESEARCH METHODOLOGY AND DESIGN  
 3.1 Introduction   26 
 3.2 Hypothesis   26 
  3.2.1    Null and Alternate Hypothesis   26  
 3.3 Variables   28 
  3.3.1     Dependent Variable    28 
  3.3.2     Independent Variable   28 
 3.4  Data Collection   29        
            3.5      Sample size   29 
 3.6 Data Analysis   30 
  3.6.1    Simple Regression Analysis   30 
  3.6.2    Method of Analysis   30 
  3.6.3    Simple Regression Equation   31
  
 
 
x
 
ABSTRACT 
This study examines the relationships between interest rate and stock market in Malaysia and 
the relationships between interest rate and stock market in Malaysia in different economic 
condition. Extending related empirical studies, comparative analyses of pre crisis, crisis, and 
post crisis periods are conducted to comprehensively evaluate how the relationship between 
interest rate and stock market in Malaysia was affected by financial crises. In general, the 
results show that no relationships between interest rate and stock market in Malaysia. In 
addition, Interest Rate has no significant relationship on stock market in Malaysia at pre 
economic crisis and during economic crisis. However, interest rate has significant relationship 
with stock market at post economic crisis. In addition to this, interest rates are one of the 
macroeconomic variables that will explain stock market in Malaysia.  In this paper Regression 
Analysis approach was used to determine the significant relationship between interest rate and 
stock market in Malaysia by way of analyzing the trend of the interest rate and stock markets for 
the period January 2005 to August 2010. Monthly data were used for the analysis.  
